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Saturday, October 15, 1949 


New Light on Economic Problems 


The eminent British economist. Sir Henry Clay, con- 
cluded long ago that “while we can separate the economic 
and the ethical aspects of a problem for the purpose of 
study, in the problem itself they are combined—we can- 
not separate them for action.” We give attention this week 
to a number of significant books in this field. 


“Saving American Capitalism” 


Professor Seymour E. Harris of Harvard assembied 
a battery of 24 economists, social scientists, and other 
experts for a defense of American capitalism. They 
analyzed our postwar economic problems and proposed 
a “liberal program” for their solution.?. The authors in- 
cluded such well-known names as Berle, Bowles, Cooke, 
Fainsod, Hansen, Keyserling, Merriam, Schlesinger, Soule, 
and Witte. All the authors would preserve private capital- 
ism as our economic system, the editor remarks, but 
would make it more efficient, more socially responsible, 
and more democratic. In their separate tasks they have 
covered a wide range of topics and reveal some differences 
in opinion where their topics overlap; but the consensus 
as to goals and direction and many steps on the way gives 
the book substantial unity. 

We quote a few significant statements : 

“For liberals, life has both significance and design; 
there is no anarchy in the universe. Men, in their view, 
are most creative and freest, most useful and happiest, 
as they realize some unity with the great moral pattern 
of things. At bottom, liberalism springs from a deep faith 
in the moral order of the universe. ... From this proceeds 
the second great liberal premise: the object of life— 
political, intellectual, technical—is to develop people to 
their highest creative ability. ... To deny creation or 
opportunity or hope to any group means denying, to a 
liberal mind, a part of itself; giving up of a part of the 
universal heritage. The third great premise is unflinching 
acceptance of the duty to get the facts... . Out of facts 
meatures can be outlined which . . . can contribute to the 
development of all human beings toward their greatest 
attainment of creative possibilities.” (Berle). 

“Our efforts to mingle public ownership, government 
controls, private and cooperative enterprise, we are told, 
must end in disaster. Either we must choose wholly un- 
restricted and uncontrolled private enterprise or submit 
to dictatorial regimentation. This ‘either-or’ line of 
argument has an obvious polemic value. It is intended 
to make us hesitate before we entrust any additional func- 


1Seymour E. Harris (Ed.), Saving American Capitalism. 
New York, Alfred A. Knopf, 1948. $4.00. 


tions to government... . lf public policy is to be oriented 
toward dynamic economic expansion, and if business lead- 
ership is expected to play any significant role in achieving 
such expansion, we cannot afford to accept the dreary 
‘either-or dilemma’ that there can be no compromise be- 
tween public and private enterprise and that their essential 
purposes are always and necessarily hostile. The challenge 
is rather that of devising the means and inventing the 
techniques by which both government and business can 
make 2 common contribution to the prosperity of the 
nation. . The problem of using government creatively 
and effectively to make our mixed economy work promises 
to be a continuing challenge. ” (Fainsod). 

“Our economy is no longer predominantly one of mil- 
lions of workers, farmers, and small enterprises operat- 
ing in a competitive manner; rather. each monopolistic 
group is organized in large agglomerations, struggling for 
the maximum share of the national output. Each group 
has tremendous political as well as economic power, and 
is in a position to paralyze our economy. . . . The govern- 
ment’s practical policy .. . has to be to recognize their exis- 
tence and make the strongest efforts to get them to achieve 
fair and workable arrangements in their wage, price, and 
output policies . . . assure above all the maximum output 
and a distribution of economic power consistent with the 
sale of this output at reasonable prices. The more nearly 
the groups work out their own salvation, the less dependent 
they will be upon government intervention. . . . Mature 
policies by private groups working together, courageous 
and judicious monetary, fiscal, and (related) resource 
policies by the government should make the continuance 
of our present system of enterprise possible. 

“There are many conservatives in Congress and _ busi- 
ness who . . . would try to bring back the days of an 
alliance between government and business restricting gov- 
ernment to a do-nething policy for the vast majority of 
citizens. Surely no more certain way of destroying the 
capitalist svstem is to be found than the obtuse policy 
of relying exclusively on business enterprise for the full- 
est development of our resources, for the provision of 
adequate demand, for decisions concerning the distribu- 
tion of the national output, and for the allocation of 
economic resources.” (Harris, in summary chapter.) 


“Bay of Judgment” 


David Cushman Coyle, engineer and writer on social, 
economic, and political issues, speaks out in meeting 
again with his usual pungency.2 He discusses both 


2 Day of Judgment. New York, Harper & Bros. 1949. $3.00. 
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the impediments of relics and the resources for progress 
our Western culture carries on the road toward ‘a more 
satisfactory system of liberty and a more satisfactory 
control over the powers of nature.” Then, successively he 
takes up for realistic if not altogether objective analysis 
Freedom, Standard of Living, Production (systems of 
production and distribution), The Democratic Form ot 
Government, and Ideology of Democracy. We may quote 
from three chapters to illustrate the author’s ideas. 


From the chapter on “Democratic Capitalism” : “Public 
enterprise is often called socialism while it is still novel 
but not as a rule after it is once established. Public enter- 
prise includes the Navy (a private business in the Con- 
stitution), the public schools, the Post Office Depart- 
ment, most bridges, highways, and canals, most water, 
sewer, police, and fire systems, and various other services. 
... It is not the name that matters, as we Americans 
must learn to recognize in dealing with our friends abroad. 
What matters is the fact that the best economic base for 
a political democracy is a mixed system, highly diversified 
and offering as many choices as possible to people of dif- 
ferent capacities, skills, and dispositions. No completely 
unified, centrally planned productive system is tolerable 
for a free people.” 

From the chapter on “Balance of the Markets’: As 
technology advances, not only does private business grow, 
but the necessary services also grow. Business itself has 
to be lubricated with billions of dollars’ worth of hard 
roads, harbors, lighthouses, sanitary systems, pest con- 
trols, census statistics, and river developments, in addi- 
tion to post offices, public schools, police departments, and 
courts. Conservation of resources often is impracticable 
on a business basis and has to be subsidized. National 
defense is likely to be expensive until the time when no 
large anti-democratic nation is left in a position to threat- 
en the United Nations. ... It takes tax money to lubri- 
cate the works of a 200-billion-dollar country. . . . 


“One cause of the increasing public budgets is the high 
rate of return on some kinds of public expenditure. In 
our present ratty state, for instance, a skilled exterminator 
can add about ten times as much to the food supply by 
rat-catching as a farmer can by farming. There are similar 
profits for the people as a whole in public-utility regula- 
tion, antitrust prosecution, and income-tax enforcement. 
In the state of Tennessee the federal tax returns in 1947 
were about $130 million a year above what might reason- 
ably have been expected without the effect of the TVA; 
this indicates that the billion dollars invested in the whole 
TVA (seven states) is making the federal treasury a 
direct profit of over 20 per cent a year. The total profit 
to the taxpayers resulting from scientific research often 
runs to many times the original cost... . The facts are 
there, always pressing toward higher appropriation. . . .” 

Mr. Coyle concludes: “We must meet the tests of this 
crisis as they come and on the level of action where the 
problem is... . The decision of the Day of Judgment 
will rest not alone on our moral righteousness, nor on 
our religious faith, nor on our practical intelligence, but 
on all three. . Not only by good will to all men and 
by faith in our own ideals, but also by an understanding 
of nature and human nature, we have to find the means 
to bring to fulfillment our good will and our ideals.” 


The “Controlling Factors’ 


Dr. Harold G. Moulton, president of the Brookings 
Institution, looks at these problems from a somewhat dif- 
ferent and perhaps more “orthodox” viewpoint in his new 


book’, which he calls “a synthesis of the economic studies 
in which the author has participated during the last thirty 
ears. 

. In his first four chapters (Part I, “Looking Back- 
ward”) he discusses “Sources of Economic Development,” 
“Recurring Business Depressions,” “The Great Depression 
of 1929,” and “Other Factors Retarding Economic Prog- 
ress,” with rare clearness, terseness, and readability. 

In the last of these chapters, the most controversial, Dr. 
Moulton reviews the well-known inductive study of the 
operation of the economic system published in 1934-35 
by The Brookings Institution, and shows how the survey 
reached conclusions “fundamentally at variance with the 
traditional body of economic theory.” It was held that 
the most effective method of modifying the distribution 
of income so as “to establish a more effective ratio be- 
ween consumptive expenditure and saving” was not in- 
directly through tax reform but directly, through “modi- 
fication of the income stream at its source . . . within the 
business enterprises where the income is generated.” This 
should be done partly by increasing wage rates, but not 
mainly, since “the benefits of wage increases are not quick- 
ly and broadly distributed” and increase disparity “be- 
tween industrial and agricultural prices” ; to a necessarily 
limited extent by profit sharing, which also “might fur- 
nish a direct stimulus to efficiency” ; but most effectively 
by “price reductions in line with increased productivity.” 

The evidence of later years confirms, the author holds, 
the validity of these conclusions. And he attacks the “new 
conceptions” which have emerged from the experiences 
of the 1930’s and have “exerted a profound influence on 
government policy in many countries”—especially those 
of Keynes and his followers. These conceptions he finds 
based on their assumption of a static rather than a dynamic 
society, and their doubt of “the dependability of automatic 
economic forces to restore prosperity and also to ensure 
continued economic expansion.” 

Our readers may recall that we reviewed at length the 
Brookings’ study, Price-Making in a Democracy by E. G. 
Nourse, published in final form in 1944. It was from this 
study, first published chapter by chapter in tentative form, 
that we got the idea of issuing at intervals, and for criti- 
cism, our series of “white papers” on “Christianity and 
the Economic Order.” 

In Part II, “Looking Forward,” Dr. Moulton states 
the major economic goals of the American people, as (1) 
“a progressively larger total national income,” (2) “a 
progressively wider division of national income,” (3) “a 
society in which individual rewards are based primarily 
on work performed,” (4) “increasing economic security,” 
(5) “the greatest possible development of the capacities 
of every individual,” and (6) “opportunity for every capa- 
ble individual to earn his own income.” This sounds a bit 
like the “Social Ideals of the Churches.” 

Then he discusses (Chapter VI) “Alternative Types 
of Economic Organization.” These he classifies as “free 
enterprise,” “communism,” “state socialism,” and “hybrid 
systems.” This chapter was published separately some 
months ago, and was reviewed in INFORMATION SERVICE 
(April 23). A “hybrid system” or “mixed economy” he 
believes, even where regulation plays a larger role than 
ownership and operation, “cannot endure.” The arguments 
used were cited in the former review. But “if the function 
of government is confined to the elimination of monopoly 
and the punishment of actual collusive efforts to restrict 


8 Controlling Factors in Economic Development. Washington, 
D. C., The Brookings Institution, 1949. $4.00. 
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or destroy competition,” he asserts, “the creative powet 
of private enterprise which has been responsible for the 
extraordinary industrial achievements of modern times 
can be preserved.” 

In succeeding chapters (VII, VIII) the “potentials of 
the next century” and some “underlying requirements” 
are discussed, concluding: “If we are to realize the eco- 
nomic potentialities of the future, if we are to have rea- 
sonably steady, sustained, progress toward the higher 
levels of living which our natural resources and our tech- 
nological genius will permit, there must be a constantly 
broadening distribution in the income annually generated 
by our producing establishments. An increasing propor- 
tion of the expanding total income must go to those in 
the lower levels of income, where consumption wants are 
least satisfied. The greatest single problem with which 
we are confronted is how to achieve such a distribution 
of income.” He devotes the next chapter (IX) to an 
elaboration of his thesis that price reduction through in- 
creased productivity must be the main reliance. 

The last chapters deal with the prevention of depressions 
—rather, the reduction of their severity and duration— 
aud “The World Theatre,” where he finds serious limit- 
ing factors to universal economic advancement, not only 
in the dearth of natural resources, in many countries but 
also in economic, cultural, and political complications. 
In an equally readable Appendix, criticisms of the Brook- 
ings Institution studies previously mentioned are discussed. 


Realism in a Changing Economy 


Professor John M. Clark of Columbia, whose combina- 
tion of keen insight, broad outlook, and a rare sense of 
balance has long kept him in the first rank of American 
economists, made a notable contribution to the discussion 
of current economic problems in his Alternative to Serf- 
dom, published last year. Now we have a sequel, equally 
concise and equally penetrating, in another book of some 
200 pages.* It would require far more space than is avail- 
able to illustrate adequately how the author’s perspective 
and realism are applied to numerous economic problems. 
A few examples only may be quoted, from two of the 
seven chapters. 

He would apparently accept Dr. Moulton’s six economic 
goals, but with somewhat different interpretations and val- 
uations, with perhaps more regard for the conflicts in- 
volved, and without so Jeffersonian a view of the part 
of government in a twentieth-century economy. “There 
may be some economic freedoms that are basic,” he says, 
“but just how much they include is not certain. . . . The 
basic personal and political freedoms include freedom to 
decide what sort of economic system we want, with what 
kind of balance between freedom and control, between 
public and private operation, between the kind of freedom 
involved in private business enterprise and freedom of 
other sorts.” 

Dr. Clark questions material “prosperity as a primary 
objective,” which he admits is “strange for an economist 
in his professional capacity.” He agrees that the kind of 
good life we must aim at is one “consistent with material 
prosperity, whether that is an advantage or a handicap.” 
And “material prosperity will be an inevitable by-product,” 
with all the technical power and capability we have, “of a 
sound state and a sound people”; but “the requirements 
of a sound state are broader and deeper.” In his judg- 
ment, “one of the great things that are happening . . . is 
a struggle to convert the free economy from something 


_ * Guideposts in Time of Change. New York, Harper & Bros., 
1949, $3.00. 
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that responds mainly to its own unplanned tendencies into 
something animated by purposes into which its members 
can and do enter. This is both a promise and a danger: 
a promise for obvious reasons, and a danger because it 
has not been proved that we are competent to steer society 
to sound and safe goals... . 

“Our material objectives are not modest, and they 
should not be; but on two conditions. One is that we re- 
member that material income is only a means, and that 
worth-while ends to put it to are more important. The 
other is that we temper our particular aspirations with 
a sense of what is attainable without sacrificing to one 
aim others that are more important. Economics teaches 
that single aims have their price, and the price must be 
considered in deciding how far it is wise and prudent to 
push them. ... The task of framing social objectives is to 
fit these single aims into a consistent and coherent picture 
of something that can, within the limits of human fore- 
sight, be regarded as reasonably attainable . . . balancing 
ends against one another.” 

We must accept the fact of “power in the hands of 
organized groups, both economic power and political power 
used for economic ends.” “What we have to evolve is a sys- 
tem that will be workable, starting with great corporate en- 
terprises and labor unions, both possessing a great deal of 
power to protect themselves from competitive forces, and 
government agencies exercising increasing power over the 
outcome. . . . What seems the most basic economic prin- 
ciple of the present age and the visible future is that the 
amount of freedom we can keep is limited and measured 
by the degree of responsibility with which economic power 
is exercised and limitations upon it are voluntarily ac- 
cepted.” 

As to “consumers’ freedoms,” Dr. Clark rejects the 
main assumption of classical and some present economists 
that “there is something so sacred about free individual 
choice that it must not be interfered with, right or wrong, 
or that people have a supreme right to make their own 
mistakes and profit from them—if they can.” While he 
recognizes a “supreme right in a democracy to some large 
area of free choice affecting their ‘way of living’ and the 
form and color of their lives, . . . they need protection 
from the impossible burden of a full application of the 
doctrine of caveat emptor . . . when every year brings a 
bewildering assortment of new foods, medicines, gadgets, 
and synthetic substitutes.” As to “the basic economic 
necessities of life and health,” we will surely not leave 
them “at the mercy of the individual’s ability to secure 
and protect them in a devil-take-the-hindmost kind of 
market struggle. . . . There can be little doubt that we 
should approve some form of the principle of the ‘social 
minimum,’ with market forces allowed to determine dis- 
tribution only above this minimum.” 

These quotations merely suggest the way in which the 
author approaches the conflicts between objectives in our 
economy, such as equality of opportunity, security, unem- 
ployment. His chapters on “Maintaining High-Level De- 
mand,” “Sound Structure of Prices and Costs,” and “‘Col- 
lective Bargaining and Wages” include both an analysis 
of guiding principles, discussion of procedures by which 
the principles may be applied, and emphasis on the under- 
lying attitudes essential to the development of sound poli- 


cles. 


” 


The concluding chapter, on “Uncommon Requirements 
for the Common Man,” notes as “the most basic of the 
uncommon requirements” that “men in their everyday 
dealings must conduct them with an eye to their collective 
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consequences’; that education become “a lifelong process, 
in which the things one learned in one’s formal schooling 
are adjusted to reality, not abandoned in face of it.” 

“The country wants to solve its problem democratical- 
ly, and democratic solutions must grow, not be imposed. 
{his means that no one can prescribe a program for the 
whole structure of society... . One of the besetting falla- 
cies of reformers is the delusion that their plans will be 
carried out by people who think precisely as they do. And 
the beginning of democratic wisdom is to realize that they 
wili not, and to frame them accordingly, to be carried out 
with the participation of other people, and to be modified 
in the process. . . . All proposals are ideas that go into 
the great hopper, to rub their corners off against other 
ideas and perhaps, if they have worth, to come out in al- 
tered forms and combinations.” 

Surely, this is a book on social ethics. 


Is Economics a Science? 


Stuart Chase, in his most recent book,® is inclined to 
answer “no, “at least so far as general theory is con- 
cerned” to the question in the above caption. He has made 
a notable attempt ‘to explore the possibilities of applying 
the scientific method, which has proved so successful in 
problems of matter and energy, to the problems of hu- 
man relations.” Economics comes in for three or four 
chapters, to which we may appropriately refer in connec- 
tion with the books on economic problems reviewed above. 

He offers a rather devastating list of predictions in 
which leading economists and financial experts have in- 
dulged between 1925 and 1947, and quotes 7 he Economist 
as giving the reason “why such grave errors keep comi- 
ing from serious and intelligent scholars.” The quotation: 
“Ixconomics is a curious science, if indeed it is a science 
at all, The investigator who digs down through the text- 
book generalizations in the physical sciences finds at their 
root a series of facts, checked by carefully controlled ex- 
periments and as accurately known as human ingenuity 
can compass. The investigator who does the same for 
economics, penetrating the smoke screen or curves and 
mathematical symbols, will find not facts, but a series of 
elementary psychological assumptions checked, if at ali, 
by crude common sense, .\nd, like most assumptions of 
this kind, he will find that most of them are wrong. . . . 
It is this lack of a solid factual basis which has brought 
it about that . . . economists are almost invariably engaged 
in defeating the last slump. The characteristic of a gen- 
uine science is that its practitioners . . . can tell the prac- 
tical man what to expect around the next corner. Econo- 
nists may sometimes do the same ; but as often they have 
to wait to formulate their theory until the practical man 
has himself turned the corner.” 

Then he quotes from Elton Mayo* three of the “‘ele- 
mentary psychological assumptions” of which The Econc- 
mist complains: “(1) Human societies are governed by 
‘natural laws’ which man cannot alter. (2) when each 
individual seeks to serve his own economic interest ex- 
clusively, a higher harmony is established which cancels 
out the apparent selfishness, coincides with natural law. 
and makes for a maximum of production and wealth. 
(3) The intervention of government is fatal to this har- 
monious equilibrium, and must be kept at the minimum 
necessary for maintaining law and order.” 


5 The Proper Study of Mankind. New York, H & Bros., 
1948. $3.50. arper ro 


® The Social Problems of an Industrial Civilization. Cambridge, 
Harvard Univ. Press, 1945. $2.5 


A. suggestion of tiorst Mendershausem is cited that “the 
standard freshman course in economic principles be abol- 
ished altogether,” to be replaced “with a course describ- 
ing the social aspects of production and distribution,” 
The assumption of “other things being equal” that eco- 
nomic theorists would use as an occasional qualification, 
according to Mr. Chase, was too long given that subordi- 
nate position. The “other things,” he says, “are running 
the show, leaving classical theory an almost lifeless husk.” 

He credits such modern economists as John M. Clark, 
Colin Clark, Wesley Mitchell, Gardner Means, J. K. Gal- 
braith, J. F. Dewhurst, and others as introducing a new 
realism into economic thinking and using the scientific 
method in economic studies. And he emphasizes the short- 
comings of “pure” economic theory and economic “prin- 
ciples” that ignore the facts of human relations. 

Mr. Chase is optimistic about economics as a science, 
however, since so many economists have been given ex- 
perience in practical policy-making and administration 
during the past twenty years and their influence over the 
more conservative and less realistic school seems to be in 
the ascendant. Ile proposes seven research projects “to 
tighten up our economic knowledge” by basing economics 
firmly on the realities of human behavior, rather than on 
outgrown theories cherished for their usefulness to this 
or that vested interest or to some political group. 


Ministers Condemn Industrial Violence 


During the weekend, September 10-11, violence at the 
Niagara Falls plants of the Bell Aircraft Corporation agi- 
tated the Buffalo churches. The Buffalo Evening News 
said on Monday (September 12) concerning the Sunday 
pronouncements by ministers : 


“None of the clergymen expressed an opinion concern- 
ing the issues involved in the dispute, but all agreed that 
violence offers no solution of the problems. 


“Violence was denounced from numerous pulpits as a 
violation of the law of God, as alien to the American tra- 
dition, and as ineffective.” 


The president of the Council of Churches of Duffalo 
and Erie County, Rev. James W. Laurie, issued a state- 
ment, which was later made official by the Council. in 
which he noted that many church members were to be 
found in the management at Bell Aircraft, among thie 
supervisory staff, and among both striking and non-strik- 
ing employes. “lawlessness,” the statement said, “vio- 
lence, name-calling, and resistance to conference, all com- 
pound such conflicts with bitterness.” 

Bishop John F. O’Hara of the Buffalo Catholic Dio- 
cese, declared that the Church stood for the right of 
peaceable striking, but that violence was “contrary to the 
natural [moral] law.” 

Rev. J. Ralph Davie, who is chairman of the Economic 
Relations Committee of the Council of Churches, added a 
note that is often lacking when violence breaks out in an 
industrial dispute and is condemned on moral grounds. 
In approving the refusal of Governor Dewey to send in 
the militia he said, as quoted in the Evening News: 
“The militia would mean bayonets and guns, which would 
incite further violence. And even if troops did control 
the open violence, they would be ineffective in coping with 
the hidden violence, such as injustice to the rights of the 
union members.” This Baptist clergyman commended 
both sides the conciliatory efforts of Monsignor John P. 
Boland, the State mediator, who is a noted Catholic 
priest. 
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